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General Business Conditions 





HE condition of industry has con- 
tinued favorable during the past 
month, and the feeling is one of con- 
fidence in the outlook for the balance 
of the year. Production remains 
substantially above normal with no indications 
of undue accumulation in inventories. Electric 
power consumption, now recognized as one of 
the best measures of factory activity, is run- 
ning 15 per cent above a year ago, while em- 
ployment reports generally indicate labor fully 
engaged in most sections at good wages. 

The maintenance of distribution at high 
levels is shown by the volume of bank checks 
drawn and cashed throughout the country, 
which was 4 per cent greater in the first 3 
weeks of September than in the corresponding 
period a year ago; by the very favorable re- 
ports of sales by department and chain stores 
and mail order houses, and by the establish- 
ment of new high records in the volume of 
freight carried by railroads. The following 
table comparing the highest weekly car load- 
ings reported thus far this year with the best 
figures of previous years indicates as clearly as 
figures can the very satisfactory volume of the 
country’s business: 

Highest 
Year Week 
1922—October 24 
19283—September 25 
1924—October 23 


1925—August 29 
1926—September 18 


Cars 
Loaded 
999,718 
1,097,493 
1,113,053 
1,124,438 
1,187,011 

Accompanying continued evidence of pros- 
perity in industrial regions, developments in 
agriculture have been such as to temper opti- 
mistic forecasts with some restraint. The pre- 
cipitate fall of cotton prices to levels approxi- 
mately nine cents below a year ago has 
naturally affected the buying power of the 
large section of the population devoted to cot- 
ton production, and wet weather and frost 
have combined to damage western farm crops. 
The extent of this injury is not yet definitely 
known. The small grains in shock have suf- 
fered in grade and market value but frost 
damage is not as serious as at first estimated. 
The corn market at Chicago has not reflected 
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any concern about the yield. The weather 
damage to wheat was thought to be greatest 
in Canada, but even there the latest reports 
are that threshing has been generally resumed. 

Despite the maintenance of active business, 
wholesale prices, as measured by the Depart- 
ment of Labor’s index, showed a further de- 
cline of 1 per cent in August to 149.2 per 
cent of the 1913 average, the lowest since 
September, 1924, and 7 per cent below the 
level of August a year ago. As shown by the 
following table, this decline has occurred 
largely in farm products and in textile mate- 
rials in which the price of cotton and wool 
are large factors, while other commodities in 
which labor costs are a larger influence, have 
remained relatively firm: 


INDEX NUMBERS OF WHOLESALE PRICES 
BY GROUPS (1913 — 100). 

Aug. 

1926 


137.9 
150.8 


July 

1926 

140.8 
153.6 
173.3 
177.0 
126.2 
171.5 
130.9 
161.1 
122.5 
150.7 


Aug. 
1925 
Farm products 163.1 
Foods 
Clothing materials 
Fuels 
Metals and metal products 
Building materials .... 
Chemicals and drugs . 
Housefurnishing good 
Miscellaneous 

All commodities 








Happily, the gradual character of the general 
price decline, together with the current tend- 
ency on the part of business men to maintain 
inventories at a minimum, has thus far pre- 
vented business from being visibly retarded. It 
is obvious, however, that the continued concen- 
tration of price declines on the products of 
the farm is bringing about a disturbance of 
the price equilibrium, which if persisted in, 
cannot fail to react unfavorably on the general 
situation. 

In the field of credit commercial loans have 
been expanding with the usual autumn de- 
mands, and money rates have become moder- 
ately firmer. This has stimulated discussion 
as to the possibility of another advance in the 
bank rate. Should this take place it will be 
because of developments outside the field of 
commercial activities, So far as business is 
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concerned the situation continues free from 
inflation, over-buying, and other symptoms 
usually calling for corrective action. 


The Key Industries Active 


Steel mill operations continue to go forward 
at a strong pace, notwithstanding a slight let- 
down recently in some districts from the ex- 
ceptional activity of the Summer. Railroad 
inquiries are broadening, and while there is 
difference of opinion as to whether fourth quar- 
ter operations can be maintained fully up to 
those of the past three months the outlook is 
generally regarded with optimism. 


Production of 424,394 passenger automobiles 
and trucks during August established a new 
seasonal record. According to Automotive 
Industries, the possibility of a very heavy 
slump in the last quarter is not taken seriously. 
Apparently there is no let-up in the demand 
for popular makes, but all companies are not 
doing equally well. Net earning;s for the first 
six months of the year by leading companies 
including General Motors, but excluding Ford, 
were 25 per cent ahead of last year, while with 
General Motors left out there was a decrease 
of 15 per cent. 


Building figures for August likewise made a 
very good showing, total contracts awarded 
rising 18 per cent over July to a level only 2 
per cent under that of the record month of 
August, 1925. Contemplated work, however, 
was considerably below a year ago, and it be- 
comes increasingly probable that the building 
industry, while not facing any immediate or 
drastic decline, is nevertheless passing over 
its crest. 


Definite improvement has taken place in 
a number of industries that have been expe- 
riencing dull times. Textiles, particularly, 
have taken a distinct turn for the better. The 
following statement by the Association of 
Cotton Textile Merchants of New York de- 
scribes the improvement in that line: 


Sales of standard cotton textiles exceeded produc- 
tion by 47% per cent in the period between July 1 
and September 15. Production during this period 
totaled 507,325,000 yards, while sales aggregated 749,- 
634,000 yards. These figures include all yardage re- 
ports made to the Association by its members, and 
represent approximately 80 per cent of all standard 
cotton cloths made in the United States. Fancy and 
special cotton cloths are not included. 

Unfilled orders on September 15 totaled 359,771,000 
yards, against 187,837,000 yards on July 1, an increase 
of 171,934,000 yards, or 91% per cent. Simultaneously 
stocks on hand September 15 had decreased from 
305,245,000 yards on July 1 to 234,819,000 yards, or 23 
per cent. 

With prices on cotton and cotton cloth much lower 
than they have been for the past several years, the 
potential market for cotton textiles has been greatly 
expanded. Buyers are no longer disturbed over pos- 
sible inventory losses, and are operating with in- 
creased confidence. Some mills have booked business 
in volume as far ahead as April, 1927. 


While the drop in raw cotton late in the 
month naturally slowed up the goods market 





— 


pending a readjustment of prices, the lower 
prices once firmly established should prove a 
further powerful incentive to new business. In 
woolens, improvement has been very marked. 
The Lawrence mills of the American Woolen 
Company have gone back to full-time opera- 
tions, and prices of raw wool have been firmer. 


The leather and shoe industries appear to 
be working back into better times, while the 
sugar industry, which has long been depressed, 
is likewise showing improvement. Quota- 
tions in both raw and refined sugar have 
recently reached new high figures for the 
year on continued heavy consumption in this 
country, and indications that the year will 
close with a smaller visible supply than has 
been estimated heretofore. 


Weighing the evidence from all quarters, it 
is apparent that the industrial machine is 
geared up to high speed and is running 
smoothly. While taking full satisfaction in 
this, there is still need for a steady hand upon 
the wheel and a clear eye ahead. The uncer- 
tainties regarding agriculture, together with 
the dependence of our present prosperity on 
the building and automobile industries, make 
it clear that the present is no time for the 
relaxation of vigilance or the abandonment of 
those conservative policies that have proved 
their worth in the past. 


Foreign Trade 





Within the past month the press carried 
reports that certain German steel concerns 
have been selling steel in this country at prices 
lower than those quoted in the home market, 
and it has been stated that in some instances 
at least such practices have been engaged in 
by firms which had previously obtained loans 
in this market. Though these reports were 
played up in a somewhat sensational manner, 
the practice of selling commodities abroad at 
lower prices than at home is not new, nor is it 
confined to Germany. There is strong agitation 
in sections of this country to have the Govern- 
ment create a permanent organization for sell- 
ing farm products abroad below the prices 
current at home. It is inevitable that system- 
atic policies of this kind will provoke meas- 
ures of restriction and retaliation. Most 
countries, including our own, now have legis- 
lation upon the subject, and the press reports 
referred to arise from an inquiry by the 
United States Government into German sales 
of steel and iron in this country. 


The suggestions contained in the reports 
that because American bankers have floated 
loans for some of the German steel concerns, 
they are somehow or other mixed up in this 
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foreign steel dumping, upon reflection, will 
be seen to be of little weight. Beyond certain 
limits, bankers in this country cannot dictate 
the business policies of borrowers. The pro- 
ceeds of the loans have gone to rehabilitate 
European industry, and this necessarily means 
some increase in competition from abroad. 
We would scarcely wish, however, to keep 
the markets for our export products in a state 
of perpetual impoverishment from fear that if 
they regained prosperity they might compete 
with us. 

As a matter of fact, the American steel in- 
dustry does not fear competition. Our ex- 
ports of iron and steel are steadily exceeding 
our imports, indicating that we are meeting 
foreign competition not only at home, but 
in foreign markets. During the first eight 
months of this year our iron and steel exports 
amounted to 1,394,888 tons, an increase of 19 
per cent over figures for the corresponding pe- 
riod of last year. Commenting on this phase 
of the steel business, President Grace, of the 
Bethlehem Steel Corporation, recently said: 

Fears over foreign steel competition are subsid- 
ing. We are still exporting more steel than is being 
imported. European currencies are being stabilized, 
taking from producers over there the benefits of 
depreciated currencies and consequent lower selling 


prices. We had foreign competition before the war 
and met it, and can do it again. 


The whole question of foreign competition 
is one about which there has been a good deal 
of confused thinking. We are told on the one 
hand that the recovery of Europe is essential 
to our prosperity, and on the other that the 
recovery of Europe means increased competi- 
tion which will be harmful to our manufactur- 
ing. It is about time we made up our minds 
one way or the other. As a matter of fact, of 
course, we are far better off when our cus- 
tomers are prosperous, even though it means 
a little sharper competition in certain lines 
in which circumstances particularly favor our 
competitors. Trade is a two-way affair, and 


he cannot expect to sell where we will not 
uy. 


Despite much talk about foreign competi- 
tion, the figures of our foreign trade demon- 
strate clearly that American manufacturers 
are more than holding their own in foreign 
markets. For the fiscal year ended June 30, 
1926, exports of finished manufactures showed 
an increase of 16 per cent over the previous 
year, or more than was recorded in any other 
group. The following table, compiled from 
Department of Commerce reports, and show- 
ing the gains that have taken place in the past 
few years in a number of our leading lines of 
manufactured goods, should be conclusive as 


to the general position of our manufacturing 
industries. 





EXPORTS OF MANUFACTURED ARTICLES 
(Values in Millions of Dollars) 
Percent 
increase in 























1925-26 
over 
1921-22 1924-25 1925-26 1921-22 
Leather 41.2 60.2 51.5 24.8 
Leather manufactures .......... 17.6 20.3 19.2 9.0 
Rubber manufactures ........... 31.0 43.6 58.8 89.6 
Tobacco manufactures ......... 23.5 20.3 18.4 —21.7 
Cotton mfrs., including 

yarns 122.9 148.2 140.7 14.4 
Silk manufactures ................ 10.2 168 184 81.1 
Lumber and related products 59.7 97.3 98.9 65.6 
Wood manufactures, 

CIO... scrcrevisrrinsnveenes 21.3 341 87.8 765.1 
Paper and manufactures...... 20.6 23.0 25.8 26.0 
Mineral oils, refined.............. 304.2 392.5 462.9 652.1 
Abrasives 2.7 6.3 6.9 155.9 
fron and Steel .............. 179.4 204.4 235.6 31.3 
Copper wire and cable.......... 4.3 5.9 6.3 45.0 
Electrical machinery and 

DIALTGI  circccnrenscescsesecsenees 57.1 66.9 80.7 41.3 
industrial machinery 41.4 155.6 179.7 27.1 
Printing machinery 8.1 10.0 12.5 54.2 
DI ROITINORD > cicisciscicsnscssieccciecions 10.6 17.8 12.9 87.7 
Cash registers, calculating... 4.1 12.6 15.4 272.7 
Agricultural machinery ........ 20.3 62.7 90.0 342.8 
Automobiles, parts and 

ACCOEBSOTICS cece ccccecccscccccceeece 80.8 255.3 331.9 310.9 
BN TI cncncescstescsccrsessncnsie 3.1 4.5 5.2 68.2 
SMOMICRIS, SUC. .rrccccercccscce sesesese 96.4 107.1 119.6 24.0 
Photographic goods .........c000 17.6 18.0 18.4 4.2 
Scientific & professional 

GMBTTUMROMEB cecccersecresessscocee 10.8 9.6 11.7 9.1 
Toys, athletic & sporting 

REET ELC 2.9 4.9 5.1 78.2 
Firearms and ammunition.... 3.7 4.7 6.7 81.3 
Books, pictures, printed 

matter 17.8 206 21.2 196 
Musical instruments ............ 7.5 12.7 14.2 89.5 


Agricultural Conditions 





The outstanding development in the agricul- 
tural situation during the past month was the 
fall of cotton prices to the lowest levels in five 
years. Accompanying rapid improvement in 
the condition of the crop, as shown by the 
Government’s mid-September estimate of 15,- 
810,000 bales, compared with 15,166,000 bales 
on September Ist, and a final yield of 16,104,000 
bales last year, spot cotton broke over 4 cents 
a pound, reaching 14.70 on September 28, 
with the October option down to 13.91 at the 
low. 


The judgment of the market is that another 
large crop is in prospect, which, on top of last 
year’s big crop, may increase the burden of 
over-production at the present rate of world 
consumption. Under the influence of the high 
prices caused during the last few years by the 
depredations of the boll weevil, the South has 
been steadily expanding the acreage devoted to 
cotton until in 1926 the plantings topped all 
previous years with a total in excess of 48,000,- 
000 acres. Sooner or later, with a good yield, 
the South was bound to suffer the conse- 
quences of these heavy plantings. Thanks 
largely to the weather conditions of the past 
two years, which have been generally unfavor- 
able to the boll weevil, the yields per acre have 
been getting back nearer to normal, and the 
South finds itself with supplies on hand which 
in the opinion of the trade do not justify a 
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continuance of scarcity values. The following 
diagram, comparing the trend of plantings, 
total production, and yield per acre over a 
long period of years, illustrates graphically the 
basic facts of the cotton situation: 


PRODUCTION OF COTTON, ACREAGE PLANTED 
AND YIELD PER ACRE IN THE UNITED STATES 


ACREAGE 






eo f+ Vw eneud 


‘ 1880 1900 1910 1920 0° 
_ The crop is not picked yet, and as it is late 
it is more than usually subject to frost damage 
and autumnal storms. Not all authorities are 
in agreement that the crop will prove as large 
as the Government figures indicate. 


As to the effect in the South of the lowering 
of prices, declines so severe as have taken 
place naturally impose great hardship on pro- 
ducers. At the same time it is well to remem- 
ber that through a lowering of the prices of 
textile materials, the buying power of consumers 
is increased, not only in the country as a whole, 
but in the South and all over the world. One 
of the chief troubles with which the textile 
industry has had to contend has been the 
high price of cotton. Producers may advance 
all manner of plausible arguments to justify 
24 and 25 cent cotton, but consumers simply 
do not buy cotton goods freely when based on 
cotton at such figures. Cotton must go into 
consumption or the South cannot hope to get 
good prices for 16,000,000 bale crops. The 
cotton goods industry of the South is exper- 
iencing a great revival as a result of lower 
prices. 

In our past history there have been only two 
crops that have exceeded 16,000,000 bales, only 
three crops that have exceeded 15,000,000 bales, 
and only four that have exceeded 14,000,000 
bales. During the last two years production 
has increased much faster than consumption, 
but, as indicated by the diagram, is still far 
below the level it would have reached had there 


been no war and had the increase continued 
at the pre-war rate. 

On the demand side the outlook is favorable 
in the domestic textile industry and there are 
said to be indications of some betterment in 
Europe. The coal strike in Great Britain is 
affecting the immediate demand for cotton. 
The American section in Lancashire is now 
operating only one week in three on account 
of the scarcity and high price of fuel. For last 
season, world consumption of all growths, ac- 
cording to the International Cotton Federa- 
tion, reached 24,681,000 bales, or 6 per cent 
greater than consumption the previous season, 
which was also higher than the previous 
year. World carryover is heavy, but is part- 
ly offset by the relatively high proportion of 
low grade cotton in the stocks. 


The Grain Crops 

In the West the chief source of anxiety has 
been the corn crop. The crop entered Sep- 
tember two weeks late and therefore in 
danger of frost. Heavy rains during the 
month, while damaging other crops, aided the 
growth of corn, but by retarding its ma- 
turity have exposed it to danger from frost. 
A considerable amount of soft corn is probable, 
but in view of the unusually large carryover 
the yield is likely to be sufficient for needs. 

According to the Department of Agriculture, 
the European crop of wheat is expected to be 
about 10 per cent smaller than last year, while 
for the northern hemisphere, excluding Russia 
and China, it is expected to be 1 per cent 
greater. Exports from North America have 
been somewhat affected by the demand for 
vessels for coal shipments,. stimulated by the 
British strike, freights from Canadian ports 
have been advanced 15 per cent within the 
last week by the scarcity of vessel room. 

A review of the world wheat situation by 
the Northwestern Miller says: 

World basic prices since Aug. 1 of this year have 
been almost identical with those during the same 
period last year, not only in their level, but in the 
general flow of the curve. At least this was true 
up to the past ten days, when some continuing dam- 
age to grade through wet weather, not only in North 
America but in Europe, introduced a factor not 
present to the same extent a year ago. 

What may be regarded as world basic prices are 
more regularly indicated by quotations at Liverpool 
and at Winnipeg than at Chicago, because with a 
small crop the United States prices tend to go above 
the export basis. On Sept. 11, last, October futures 
closed at Winnipeg at $1.34%, which was exactly 
the closing price on Sept. 11, 1925, and there was a 
difference of only a fraction of a cent in the Decem- 
ber and May futures in the two years. Liverpool 
October wheat on the same date was a little lower 
and December a little higher than last year, the 
general level being practically the same. Chicago 
this year is on the export basis, whereas last year 
it was some 12@16c above. 

Wet weather caused a further reduction in 
the Government’s September 1 forecast of oats, 
and both oats and barley in shock apparently 
suffered damage late in the month. Hay still 
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promises to be the smallest crop since 1914, 
excluding only 1918, but pastures have been 
greatly improved. Authoritative reports say 
that the gains from better pasture conditions 
will offset the damage the rains have done to 
the grain crops. 

Of other principal farm crops, potatoes 
showed further improvement according to 
September estimates, and will probably make 
a larger crop than last year, though one still 
considerably below the five-year average. 
Fruit crops look exceptionally good, while to- 
bacco is smaller than last year, but larger than 
the average crop. 

Livestock 

Cattle prices late in September reached 
new high prices for the year, with fancy year- 
ling steers at $12.40, Chicago, and the average 
for beef steers at $10.70, or 95 cents under 1925. 
The increase comes as a saving grace to the 
cattlemen, particularly of the grass regions of 
Oklahoma, Kansas and Nebraska. It means 
they will break even where the margin line 
was drawn fine, and many of them on this basis 
will make a pretty fair profit on their cattle. 

In our September number we gave figures 
showing average prices paid on the Chicago 
market in July and August of this year and 
last for the several grades of cattle, and also 
the monthly average cost of all slaughtered 
under government inspection from January to 
July of 1925 and 1926. We have received a 
letter regarding these figures from a banker 
out in the cattle country, and as the comment 
is pertinent quote it herewith: 


This report to have been complete should have 
covered the retail end of the business. Stopping 
where you did with your report gives a very clear 
reason why fat cattle sold from two to five dollars 
per hundred less than the same period last year. The 
thing the producer and feeder cannot understand is 
why it was necessary to sell his cattle so much lower, 
in view of the fact that all this meat went to con- 
sumption at a retail price just a little higher than last 
year, and there was not enough cattle to supply the 
demand as the slaughters had to draw on their re- 
serve for more than 13,000,000 pounds. 


We have no figures for retail prices of dif- 
ferent grades, but according to the Bureau of 
Labor, the average of retail meat prices in 52 
cities in June, 1926, was slightly higher than in 
June, 1925, which does indeed seem to call for 
explanation. Upon reference, however, to the 
prices of cattle and meat as given in our 
tables, which were from the Department 
of Agriculture, it will be seen that the de- 
clines were in the medium to choice cattle, 
while the average of all cattle slaughtered in 
1926 has been only slightly below the average 
in 1925. The figures for June, 1926, are $7.83 
per hundred weight, against $7.86 in that 
month of 1925. The meat averages would be 
based on these figures rather than upon the 
prices of the high-grade cattle. 

Hog receipts at the ten leading markets in 
the first eight months of this year were 16,- 





310,659, against 18,933,888 in the corresponding 
months of last year, a decline of nearly 14 per 
cent, but in the month of August they were 
nearly 10 per cent higher than in that month 
last year. Weights are now running well above 
the average of last year, so that at present pork 
products are being turned out at a consider- 
ably higher rate, and storage stocks have been 
increasing. Hog prices are above the summer 
rates, and may yield a little on the fall market- 
ings, but no great decline is looked for in the 
near future. 


Elevator and Flour Mill Capacity 


In the September issue of this letter, under 
the heading “New York’s New Grain Futures 
Market,” the statement was made, referring to 
the elevator storage capacity of Buffalo, that it 
is approximately the largest in the country; 
also, referring to the milling capacity of Buf- 
falo, that it equals that of Minneapolis. These 
statements were incorrect. In the Miller’s Al- 
manack of 1925, the elevator storage capacity 
of Buffalo is given as 31,450,000 bushels, com- 
pared with 56,610,000 bushels for Minneapolis, 
and the flour mill capacity of Buffalo as 46,765 
barrels daily, compared with 94,250 barrels for 
Minneapolis. Buffalo milling and storage ca- 
pacity has been increasing very rapidly, but 
has not reached that of Minneapolis. 


Money and Banking 








Money rates have continued to show firmer 
tendencies during September, reflecting sea- 
sonal expansion of commercial demands, Gov- 
ernment operations incident to the quarterly 
payment of taxes, and an increase in the 
volume of funds employed in the securities 
market. On September 22, commercial loans 
of the weekly reporting banks in all parts of 
the country were $200,000,000 above the sum- 
mer low point, and approximately $220,000,000 
higher than on the corresponding date a 
year ago. Brokers’ loans have risen $350,- 
000,000 from the low point to levels more 
than half way back to the January high, 
while all loans on collateral, including brokers’ 
loans, are now very close to the early year 
highs. These developments have naturally 
led to increased rediscounting at the Federal 
reserve banks, and to firmer money conditions. 
Call loans have held rather steadily at 5 per 
cent or above, and commercial paper has been 
firm at 41%4 to 43% per cent. No changes have 
been made in the Reserve bank rates, but the 
raising of the New York rate in August, to- 
gether with the liquidation of about $40,000,000 
from Reserve bank portfolios in the same 
month, are strong hints of a purpose on the 
part of the Reserve bank authorities to keep a 
firm rein on the money market. 

A noteworthy feature of the present money 
situation is the relative firmness of the New 
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York money market as compared with the in- 
terior. This is reflected not only in advices 
from other centers, but also in the position 
of loans and deposits of banks in this city 
compared with similar figures for banks in 
other centers. Comparing the figures for New 
York City, it will be seen that on September 
22 total loans and investments of reporting 
banks aggregated $6,177,000,000, or 2.3 per cent 
above the corresponding week a year ago, while 
deposits aggregating’ $5,838,000,000, showed 
a gain of only 1.1, per cent over a year ago. 
Contrasting with these figures for New York 
City, loans and investments of reporting banks 
in the remainder of the country are up 5.2 per 
cent over a year ago, while deposits show a 
gain of 5 per cent. Following is a table show- 
ing the percentage of increase over the past 
year in loans and deposits of banks in New 
York and “outside”: 


Member Banks—New York City 





Total Loans Total 
and Investments Deposits 
Sept. 22, 1926 $6,177,000,000 $5,838,000,000 
Sept. 23, 1925 6,033,000,000 5,773,000,000 
BRO cineccsccanensscssoscsnane 2.3% 11% 


All Reporting Banks Outside of New York City 
Sept. 22; 1926.....ccccccccescce $13,703,000,000 $12,982,000,000 
ame... BE Boa iidericccescsesence 13,015,000,000 12,361,000,000 
Increase 5.2% 5.0% 


Taking the country as a whole, the trend of 
money rates, barring substantial gold imports, 
appears to be away from the abnormal ease 
that has prevailed in recent years. Our bank 
reserves have been constantly replenished here- 
tofore by the stream of gold from abroad, and 
this has kept money rates at low levels, despite 
the expansion of bank credit to levels higher 
than ever before. Had it not been for an influx 
of about $85,000,000 net of gold during the 


In no event, of course, is anything in the way 
of credit stringency to be anticipated in the 
near future. While the amount of funds avail- 
able for speculative purposes may be more re- 
stricted, there is no prospect of a shortage of 
funds for business purposes. This is indicated 
both by the heavy over-subscription of the 
$350,000,000 334 per cent Treasury certificates 
offered in September and by the undoubted 
strength of the Reserve bank position. 

Granting the present assurance of large re- 
serve supplies of credit, it is nevertheless in 
order to point out certain tendencies in the 
banking situation which, if continued, may 
have the effect of reducing the ability of the 
banks to avail themselves of these supplies. 
By the investment of a large part of their 
resources in securities and in loans on col- 
lateral the banks are getting into a position 
where the percentage of their paper which is 
eligible for rediscount at Federal reserve banks 
is being considerably reduced. According to 
figures published by the Comptroller of the 
Currency covering all national banks, the per- 
centage of their holdings eligible for redis- 
count, plus holdings of Government securi- 
ties which may be pledged as collateral for 
loans at the Reserve banks, to the total loans, 
discounts, and investments of these banks de- 
clined from 37 per cent in 1923 to 32.3 per 
cent in 1925. While figures for 1926 are not 
yet available, there is little reason to doubt 
but that they would show a further decline, 
though probably not so great as in previous 
years. The following table giving the figures 
by districts provides some interesting com- 
parisons for different parts of the country. 
Were state banks, which are permitted more 
latitude in regard to loans on real estate, in 
the picture, it is probable that the ratios for 
recent years would be still lower. 














PERCENTAGE OF ELIGIBLE PAPER PLUS U. S. SECURITIES TO TOTAL LOANS, 


DISCOUNTS AND INVESTMENTS 
ALL NATIONAL BANKS 

















Fis. Yr. New England Eastern Southern Middle West Western Pacific U. Ss. 
1923 34.5 34.4 43.4 37.3 41.3 37.2 37.0 
1924 32.8 32.2 39.9 36.3 41.2 36.9 35.1 
1925 ws 24.4 29.2 38.3 33.3 42.0 35.8 32.3 
CENTRAL RESERVE CITIES OTHER MAJOR CITIES an 
New Middle Major 
Fis. Yr. New York Chicago England Eastern Southern West Western Pacific Cities 
, Se 38. 40. 35.6 38.0 44.0 89.8 38.4 38.6 39.1 
TIPIEEE snhcqasnnsesiinin’ 37.1 40.0 33.8 35.5 37.7 37.3 37.2 38.6 37.1 
BUD ctepiccascontess 31.9 33.4 17.2 34.7 37.5 33.4 37.6 37.7 33.0 
COUNTRY BANKS All 
Country 
Fis. Yr. New England Eastern Southern Middle West Western Pacific Banks 
1928  ...cr000 33.9 28.6 43.1 34.6 42.7 35.2 35.0 
1924 32.2 25.8 40.8 34.3 43.3 34.7 33.2 
1925 28.7 23.9 39.4 33.1 44.6 33.1 31.6 








past year, it is hardly likely that the present 
trade expansion could have taken place with- 
out greater effect upon money rates. 


Taking the country as a whole, the changes 
do not seem great enough to materially im- 
pair the banking position, but the tendency 
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should have the serious attention of bankers. 

One factor to be considered in connection 
with these figures has been the growth of 
time deposits, which in the past ten years have 
increased from 15 per cent of total deposits 
to 30 per cent of total deposits. This increase 
in time deposits lessens in some degree the 
importance of the liquidity requirement, but 
the fact that deposits may not be withdrawn 
until after thirty days is not full compensa- 
tion for the loss of recourse to the Reserve 
banks. Moreover, it is to be considered that 
a considerable proportion of these time de- 
posits may have been in the banks in the past 
as demand deposits, and shifted in order to take 
advantage of the lower reserve requirement. 


The Bond Market 


The effect on the bond market of firmer ten- 
dencies in money rates since early summer has 
been reflected in a decline of slightly more 
than half a point in the Dow Jones average 
from its year’s high. While trading in listed 
bonds continues to drag, the demand for new 
offerings during the month appears to be just 
as keen as it was a few months ago. The 
complaint is heard from dealers on all sides 
that they cannot secure enough good bonds 
to sell. In general, the present market may 
be characterized as one in which the sale of 
new offerings is proceeding apace but in 
which dullness exists among older outstand- 
ing issues. 

The Dow Jones average for forty listed do- 
mestic corporate issues (10 high grade rails, 
10 second grade rails, 10 industrials and 10 
public utilities) on September 25th was 94.89 
as compared with 94.92 on August 25th and 
92.24 on September 25th a year ago. The 
present average is still 1.81 above the low for 
the year and only .63 away from the year’s 
high. The trend of bond prices during the 
coming sixty days will perhaps be influenced 
more by the trend of the money market than 
by any other single factor. While dealers’ 
stocks are slightly larger than they were a 
month ago, the situation is thoroughly healthy, 
increase in dealer holdings simply remedying 
to some extent the undersupply of recent 
months. With the Reserve bank position 
showing levels only slightly higher than a 
year ago, it is more probable that banks will 
depend upon the rediscount facilities of the 
Federal Reserve System to meet seasonal 
credit demands than that they will draw upon 
their own invested reserves. So far at least, 
bank holdings of high grade securities are 
showing little diminution. 


United States Treasury Financing 
The announcement of the Treasury Depart- 


ment’s financing program for September was 
one of the important news items of the month. 








This took the form of an offering of $350,- 
000,000 nine months 3% per cent Certificates 
of Indebtedness. Total subscriptions from 
the twelve Federal Reserve banks were about 
$996,000,000, or nearly three times the amount 
of the offering. Of this total about $145,- 
000,000 represented subscriptions for which 
Treasury Notes maturing September 15th, 
1926, were tendered in payment. This is the 
first piece of Treasury financing in six months, 
The continual shrinkage in the volume of 
Treasury Short Term Debt with the pro- 
gress of the Government refunding program, 
coupled with a sustained demand on the part 
of bankers and larger business concerns for 
such securities, should make it possible for 
the Treasury Department to borrow on future 
short term issues at even lower rates than pre- 
vail now, providing, of course, that money 
rates do not depart substantially from their 
present levels. Any such development should 
have a favorable effect upon the market for 
United States Government securities generally. 


Municipals Quiet 

The slight downward revision in Municipal 
prices during the latter half of September has 
stimulated fair investment buying in what for 
many weeks has been an unusually quiet mar- 
ket. Hardening money rates and the Florida 
disaster have both been unfavorable factors, 
the former slowing down somewhat munici- 
pal purchases by banks and other institutions 
and the latter producing temporary unsettle- 
ment because such a substantial volume of 
issues from the damaged regions are in dealers 
hands. There was some apprehension for a 
time that the disaster would also bring heavy 
investment liquidation on the part of those in- 
surance companies which had heavy losses 
to meet, but it develops that the cash position 
of most companies is such that they have 
not found it necessary to draw on their in- 
vested reserves, 

The largest municipal issue offered during 
the month was that of the State of New York 
—$28,475,000 Serial 4s, priced according to 
maturity to yield from 3.50 per cent to 3.80 
per cent. These bonds are the first obligations 
of New York State to come onto the market 
since September, 1924, when a $12,500,000 
serial issue was offered to yield 3.65 per cent 
for the longer maturities. Another substantial 
offering was a $10,000,000 issue of Allegheny 
County, Pennsylvania Serial 4%4s maturing 
from 1927 to 1956 and offered at prices to yield 
from 4 per cent to 4.10 per cent. Allegheny 
County, with Pittsburgh as the county seat, 
has an assessed valuation ranking second 
among counties in Pennsylvania and greater 
than the combined total valuations of Maine, 
New Hampshire and Vermont. Compared to 
the general run of bonds of similar grade, the 
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issue was attractively priced. The bonds are 
enjoying a ready sale. 


Industrials 


The generally improved position of the steel, 
copper, sugar and oil industries was reflected 
in an improvement in the market for securi- 
ties of these groups. An advance in the price 
of refined and raw sugar brought fractional im- 
provement in Cuba Cane Sugar Company 7s 
and 8s, East Cuba Sugar Company 7's, and 
Punta-Alegre Convertible 7s. 

The leading domestic industrial issue for the 
month was that of the Pennsylvania-Dixie 
Cement Corporation—$13,000,000 First Mort- 
gage Sinking Fund 6s of 1941. The bonds 
were priced at 9914 to yield 6.05 per cent. 
This corporation is a new consolidation of 
several smaller companies in the east and 
south and its seven existing plants have an 
aggregate capacity of around 10,000,000 bar- 
rels of Portland Cement annually. This com- 
bination into a single organization gives a 
broad distribution of plants which will pro- 
mote greater stability of operations by mini- 
mizing the effect of unfavorable local condi- 
tions in any particular section. The manu- 
facture of Portland Cement now ranks among 
our major industries, the product finding a 
great variety of uses including construction 
of highways, public and commercial buildings, 
on farms and railways, and the essential char- 
acter of the demand giving the industry in- 
creasing stability. The average increase in 
production during the past five years has been 
over 10 per cent and in 1925 total production 
reached over 160,000,000 barrels. 


Foreign Bonds in Demand 


Both the reception of new foreign offerings 
and trading activity on the Stock Exchange 
during the month furnish strong evidence of 
the increasing favor which foreign bonds are 
finding among investors. Although the ideas 
of investors have changed radically since a few 
years ago when it was possible to obtain up to 
7 per cent, and in some cases even more, on ob- 
ligations of the best domestic borrowers, a con- 
siderable group still hesitates to accept less 
than 5% or 6 per cent return on its money. 
That such investors are finding in good for- 
eign issues a welcome outlet is evidenced by 
the ready absorption of the new State of 
Prussia and Republic of Finland offerings— 
the former a $20,000,000 issue of 25-year 
sinking fund 6%s sold to yield over 6.92 per 
cent, and the latter a $15,000,000 issue of 30- 
year sinking fund 6%s offered to yield 6.98 
per cent. Both issues were heavily oversub- 
scribed. Another foreign offering of import- 
ance was the so-called “Siemens” loan to a 
leading electrical manufacturing organization 
in Germany. This issue of $24,000,000 25- 


year sinking fund 6% per cent debentures 
carries warrants for contingent additional in- 
terest entitling the holder to a certain share 
of earnings above 7 per cent cash dividends 
on outstanding stock. The debentures were 
offered at 99 and interest to yield over 6.55 
per cent. 

Trading in outstanding foreign bonds dur- 
ing September was on a substantial scale and 
price changes generally were on the up side. 
Italian 7s reached the best price since the 
syndicate was dissolved. Belgian 7s and all 
the French Dollar issues also were strong, the 
French 8s reaching a new high for the year. 
During 1925 a sinking fund of $4,400,000 was 
devoted to the purchase of French 8s in the 
open market, but at present the sinking fund 
is being used for the call of bonds by lot at 
110. The original issue of $100,000,000 has 
already been reduced through sinking fund 
operations to less than $75,000,000. South 
American and Japanese Externals were strong, 
Japan 6'%s reaching a new record high of 
98% and Bolivia 8s reaching 10334. Brazilian 
7¥%s at 108 were also at a new high for the 
year. This splendid showing is not due alone 
to a growing appreciation of the merits of 
selected foreign issues but in part also to im- 
proved world economic conditions and a grad- 
ual shrinkage in the volume of new foreign 
offerings. The total of foreign loans offered 
in America during the first nine months of 
1925 was around $632,000,000 as against about 
$535,000,000 for the first nine months of 1926, 
thus showing so far this year a reduction of 
almost $100,000,000. Part of this shrinkage 
is of course due to the absence of large issues 
during 1926, but at bottom is also the easier 
money situation abroad and _ consequent 
strengthening of investment markets, particu- 
larly in Holland, Switzerland and Germany en- 
abling European borrowers in many instances 
to obtain funds at home upon more advantage- 
ous terms than American bankers are able to 
offer. Substantial portions of recent issues 
offered in America, notably loans to Finland 
and the Siemens interests, were reserved for 
home consumption and according to reports 
were quickly absorbed. There is also a steady 
flow of outstanding foreign dollar bonds back 
to the strong boxes of European investors. 


Railway Traffic and Earnings 





Reflection of the tremendous volume of busi- 
ness which the country has been doing appears 
in the statistics of railway freight traffic, which 
showed for the first seven months of the year 
a net ton mileage of 268,806,835,000, exceeding 
by 18,417,766,000 net ton miles, or 7.4 per cent, 
the figures for the corresponding period of 
1925, and by 4,804,243,000 net ton miles, or 
1.8 per cent, the corresponding figures for the 
heretofore record year of 1923, 
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In the eastern district the volume of freight 
handled during the seven months’ period in 
1926 increased 8.1 per cent compared with the 
same period of last year, while the southern 
district showed an increase of 10.1 per cent, 
and the western district a gain of 5.2 per cent. 


By virtue of this growth of traffic, increased 
operating efficiency, and the exercise of careful 
economy, railway net earnings are making the 
best showing in many years. Net profits of 
the Class 1 roads for the first seven months of 
1926, aggregating $611,853,632, were the larg- 
est on record for any similar period, and at 
an annual rate of return of 5.90 per cent on 
the tentative valuation of their property as 
established by the Interstate Commerce Com- 
mission for rate making purposes. With July 
figures at record levels for that month of 
$116,895,311, and the August reports now com- 
ing out making an excellent showing, it seems 
certain that for the first time since the passage 
of the Transportation Act in 1920, railway 
earnings will reach the 534 per cent named 
by the Interstate Commerce Commission as a 
fair return according to the terms of that act. 


Earnings Not Excessive 


These evidences of returning railway pros- 
perity should not convey the impression that 
the earnings are excessive. It should be re- 
membered, in the first place, that the tentative 
valuation figures used by the Interstate Com- 
merce Commission as a basis of calculating 
earnings are not final, and are in fact con- 
tested by most of the roads as being too low. 
Established somewhat arbitrarily in 1920 for 
rate making purposes they constitute the low- 
est possible minimum valuation of railroad 
property as it stood at the termination of fed- 
eral control. Figuring earnings on the basis 
of property investment as carried on the books 
of the companies and as reported by them to 
the Interstate Commerce Commission, the 
comparison with the Commission’s figures for 
the first seven months of the year is as follows: 


Return on Return on 

Tentative Property 

Valuation Investment 
Eastern district .......ccccsee 6.61 5.72 
Southern district .......s000+ 6.77 5.77 
Western district ............0. 4.77 4.04 
EE Tals, TIL ensccciccsocsszecnscs 5.90 5.06 


Moreover, in considering earnings, allow- 
ance should be made for the fact that the past 
two years have been periods of exceptional 
business prosperity, when conditions have been 
generally favorable to the railroads. It is in 
such periods that industrial concerns build up 
their reserves to carry them through the leaner 
years, and the railways, if they are to regain 
the financial health essential to their proper 
development and therefore to the general wel- 
fare of the country, should not be shut out 





from all similar opportunities for strengthen- 
ing their resources. If they are to be held 
down to a bare subsistence return even in the 
best of times it is obvious that their finances 
will be quickly under strain in the years when 
business is not so good. 


Still another factor to be considered in con- 
nection with earnings is the need for attracting 
more partners and fewer creditors in the rail- 
way business. With the decline in railway 
credit after the war, due to high wage and 
material costs and unremunerative rates, the 
roads had to turn almost entirely to bond and 
note issues as a means of financing. Accord- 
ing to a calculation of the Railway Age the 
average rate of dividend paid on all railway 
stocks was dropping even before the war, hav- 
ing fallen from 5.4 per cent in 1911 to 4.2 
per cent in 1916, with a further decline to 3.8 
per cent in the depression of 1921, at which 
time the rates paid reached their lowest level 
for many years. As a consequence of declin- 
ing earnings and dividends the roads could no 
longer find a market for stock issues, with the 
result that of $2,822,268,000 of new securities 
issued in the six years ended with 1925, almost 
$2,697,000,000, or 90 per cent, consisted of 
bonds and notes, thus increasing their indebt- 
edness and fixed charges. Following is a table 
showing the effect of this preponderance of 
bond financing on the railway financial struc- 
ture. The decline in the proportion of total 
stock to capital shown in the table occurred 
despite the fact that during this period there 
were more than half a dozen large reorgani- 
zations in which bondholders were obliged to 
take stock in exchange for their holdings. 


Railway Capitalization by Types of Securities 
(in millions of dollars) 
Percent Percent 





Total Funded Total Stockto Funded 
Stock Debt Capital Capital Debt to 
June 30 Capital 

8,113 10,303 18,417 44.1 55.9 

10,738 19,209 44.1 55.9 

11,130 19,753 43.7 56.3 

11,186 19,796 43.5 56.5 

11,567 20,247 42.9 57.1 

12,133 21,128 42.6 57.4 

12,033 21,092 42.9 57.1 

12,000 21,049 43.0 57.0 

11,947 21,249 43.8 56.2 

11,730 20,785 43.6 56.4 

11,859 20,950 43.4 56.6 

12,778 21,891 41.6 58.4 

13,216 22,292 40.7 59.3 

18,149 22,290 41.0 59.0 

13,589 22,839 40.5 59.5 

14,152 23,636 40.1 59.9 


A continuation by the railroads of such 
financing methods would lead inevitably to a 
disposition of debt to capital values. Happily, 
the great improvement in earnings in recent 
years has now placed some of the stronger 
roads in a position to sell stock. Many, how- 
ever, must still rely upon bond issues, and 
continued improvement in earnings is essen- 
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tial to the maintenance of the railway financial 
structure generally in a healthy condition. 


The Western Roads 


In the case of the western roads, in whose 
territory the most strenuous opposition of re- 
munerative charges is made, it has been dem- 
onstrated by every fair test that rates are too 
low rather than too high. As indicated in a 
preceding table the rate of return on these 
roads, whether calculated on the basis of ten- 
tative valuation or on that of property invest- 
ment, has fallen far short of the rate of earn- 
ings in other districts and of the 534 per cent 
fair return set by the Commerce Commission. 
In the hope of obtaining relief these roads in 
1925 applied to the Interstate Commerce Com- 
mission for a general upward revision of 5 per 
cent, which, after extensive hearings, was de- 
nied in a decision handed down by the Com- 
mission in July of this year. While denying 
the general rate increase on all commodities 
throughout the entire Western District, the 
Commission, however, went definitely on rec- 
ord as admitting that rates in the Western 
Trunk Line Territory, comprising broadly 
speaking the territory west of Chicago and the 
Mississippi River, north of St. Louis and Kan- 
sas City, and east of a line drawn from Denver 
to the Canadian border, were too low. This 
is indicated by the following extracts from the 
decision: 

“Class rates in Western Trunk Line territory ad- 
mittedly are on a materially lower level than those in 


the Southwest, or in other sections of the Western 
District, © ¢ + %” 


“It is clear that rate increases in the territory (i. e., 
Western Trunk Line), particularly the portion east 
of the Missouri River, will tend both to produce a 
more uniform level of rates throughout the West, 
and to benefit directly many of the weakest carriers 
in the Western District. * * * *” 

“In the northwestern region and Western Trunk 
Line territory the revenues of certain of the impor- 
tant carriers have not yielded 5.75% upon any rate 
bases that can reasonably be adopted in advance of 
a final determination of present values for rate-mak- 
ing purposes. The least favorable conditions in the 
District, so far as carrier revenues are concerned, 
appear to exist in Western Trunk Line territory. It 
is, however, to be noted that both in the Northwestern 
region and in Western Trunk Line territory, as’ well 
as in the Western District as a whole, conditions have 
recently shown an improving tendency. * * * *” 


“It is clear upon the record that there are many 
inequalities in the rate structures existing in portions 
of the Western District which should be corrected.***” 

“It is the right and the duty of the carriers to take 
the steps necessary to correct improper rate relations 
as they may be found to exist, and to supply revenue 
deficiencies by initiating suitable changes in rates,***” 


With the view to reconsidering rates in this 
territory the Interstate Commerce Commission 
called a conference of railroads and shippers in 
Chicago on September 10, and the matter is 
now under consideration. That the Commis- 
sion will regard with favor reasonable rate 
increases in this territory, as initiated by the 
carriers, seems to be indicated from the above 
extracts from the decision on the rate case. 


Opposition to Adequate Railway Rates 


Doubtless any move to increase railway 
revenue will be met with opposition from those 
who seem unable to appreciate the necessity 
of according to capital invested in railways the 
same right to a fair return that exists in other 
lines of business, and must exist in railroad- 
ing if additional capital is to be attracted in 
amounts adequate to maintain railway facili- 
ties in step with the constantly growing needs 
of the country’s trade. Some of this opposi- 
tion comes from the mistaken impression that 
the effect of the Transportation Act is to guar- 
antee earnings, and that the Government there- 
fore is showing unwarranted favoritism to- 
wards the carriers. As a matter of fact the 
position of the Government is one of limiting 
earnings. Were it not for Government regula- 
tion the roads would undoubtedly have in 
effect higher tariffs than is the case at the 
present time. With the assumption, however, 
of the authority to limit earnings, comes also 
the obligation on the part of the Government 
to permit rates that will yield a fair return on 
capital invested. 


Another time-worn source of opposition that 
crops up from time to time is the charge that 
the railroads are over-capitalized. In this con- 
nection the Interstate Commerce Commission 
itself pointed out in the Western rate case that 
the book values of the property investment 
account of the northwestern roads were on so 
conservative a basis that there is substantially 
little difference between the tentative valuation 
as established by the Commission and the 
property investment account of the roads 
themselves. If to figures filed by the Com- 
mission, giving cost of reproduction less de- 
preciation, of Class 1 railroads in the Western 
District as of their valuation dates is added 
investments made in the properties since then, 
cash on hand, materials and supplies, and 
book value of securities not included in the 
Commission’s valuation, it will be found that 
a number of the leading northwestern roads 
have a property investment well in excess of 
their outstanding capitalization. Following 
is a table showing the valuation in excess of 
outstanding capitalization for four leading 


roads in this district: Valuation 
in Excess of 
Capitalization 
Chicago and Northwestern $214,000,000 
Chicago, Burlington and QUINCY...........c00« 243,500,000 
Northern Pacific .......... 195,000,000 
Great Northern 137,000,000 











If the figures filed by the Commission had 
represented the final valuation the total result 
undoubtedly would have been larger than the 
tentative figures. This would have made a 
corresponding increase in the above figures, 
showing the excess of valuation over total out- 
standing capitalization. 
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Demands for Increased Wages 


Intimately connected with the whole ques- 
tion of rates and earnings is the recent demand 
of the eastern railway trainmen for a 20 per 
cent wage increase. Hearings on these de- 
mands were heard before the new Board of 
Mediation provided by the Watson-Parker bill, 
but the two parties were unable to come to 
an agreement, and the question must now go 
to arbitration. 

At the present time basic wage rates of the 
trainmen stand within 5 per cent of the peak 
level of 1920. Since 1920 this class of labor 
has received but one wage cut, that amount- 
ing to 10 per cent, half of which was subse- 
quently restored by agreement between the 
roads and the unions. Moreover, under the 
dual system of calculating pay by hours 
worked or mileage run, which has permitted 
trainmen to benefit greatly by the greater 
speed of train operation in the past few years, 
actual earnings are not only considerably 
above the basic rates but are running even 
higher than at the 1920 peak. It is on top of 
these earnings, already high in comparison 
with past remuneration, and in comparison 
with the general price level, that the trainmen 
are now asking for an additional 20 per cent. 

There is little reason to believe that the 
agitation for higher wages, if successful, would 
be confined to the trainmen. Other classes of 
railway labor feel that they have a grievance 
because their wages were cut twice by the 
Railway Labor Board, which has put most 
of them in a considerably less advantageous 
position than the big brotherhoods. Many of 
these other unions in fact have served notice 
of increased wage demands, and in a number 
of cases readjustments have already been 
worked out between individual roads and their 
employes. If anyone’s wages are advanced, 
they say, it should be theirs, and there appears 
to be considerable justice in this attitude. It 
is difficult to see how an increase in the pay 
of the trainmen could be justified without cor- 
responding increases in railway pay all around, 
an eventuality which would severely tax the 
resources even of those roads whose finances 
are in the best shape, and would be little short 
of disastrous for roads which are having diffi- 
culty showing satisfactory earnings even under 
present conditions. 

With commodity prices now moving down- 
ward the agitation for high wages is contrary 
to the economic trend of the times. Business 
and agricultural interests complain bitterly of 
the high freight rates, but frequently fail to see 
the impossibility of raising railway wages and 
lowering railway freight rates at the same 
time. The farmers’ organizations, while de- 
manding lower freight rates, generally have 
supported political agitators who were advo- 
cating both higher wages for railroad em- 





ployes and lower freight charges. 
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In the 
recent primary campaign in Iowa many thou- 
sands of copies of the organ of the railroad 
brotherhoods were circulated in that state for 
the defeat of Senator Cummins, and a similar 
distribution has been made more recently 
against Senator Lenroot in the Wisconsin cam- 
paign. With some of the stronger roads 
getting back into a position where some reduc- 
tion of freight rates may be possible in the 
course of time, it would be well for these or- 
ganizations to ponder whether they would 
prefer to have these earnings devoted to that 
purpose or to increasing railway wages to 
levels higher than ever before. 


The Future of Prices 





We gave last month considerable space to 
the recent report of the Royal Commission 
upon Indian Currency and Finance and the 
history of the monetary system of India since 
the demonetization of silver by European 
countries, about 1873. The investigations of 
the Commission were especially directed to 
the advisability of establishing a complete gold 
standard and gold currency system in India, 
and, as bearing upon this proposal, the outlook 
for gold production in relation to world 
demands. fs 

This is a question of great interest every- 
where, for it involves the price-level in coming 
years. Before the war all countries, with the 
exception of China, were on a gold basis, and 
as this situation had been arrived at gradually 
it can be assumed that the general price-level 
then existent was the normal result of the free- 
play of economic forces under the gold stan- 
dard. Prices were inter-related everywhere 
through their common relation to gold. The 
amount of currency or bank credit which any 
country could issue was limited by the policy 
of keeping the currencies at par with gold. 
The price-level varied to some extent in dif- 
ferent countries with fluctuations in the vol- 
ume of credit, but if prices rose higher in one 
country than in others the exports of that coun- 
try tended to decline, the balance of trade 
turned against it, gold had to be exported, 
credit was contracted and the international 
equilibrium in prices and trade was restored. 
The war violently disturbed this situation, 
nearly all countries being obliged to abandon 
the gold standard for the time, and a great 
expansion of currency and credit occurred 
without regard to gold values. Now the world 
is getting back to the gold standard, and to 
more definite restrictions upon the use of 
credit, and there naturally arises the question 
as to what the effect will be upon prices. 

The question, of course, relates to gold 
prices only and not to prices in the depreciated 
currencies, which in most cases will be scaled 
down to current gold values. In the cases of 
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Great Britain, Denmark, Norway, and Japan, 
the currency movements back to or towards 
the gold basis in the past two years have 
caused a lowering of currency prices, but these 
have been internal adjustments and do not pre- 
sent the fundamental question. This is best 
presented in the United States, where there 
has been no difference between gold and cur- 
rency prices, but where the price level is fully 
50 per cent higher than before the war, and in- 
cluding wages and retail prices much more 
than that. Evidently more credit and cur- 
rency must be used to carry on the same 
volume of business on this basis than at the 
pre-war price-level. Will the increased amount 
be available with all the world back on the 
gold basis? 

In this connection it should be considered 
that prior to the outbreak of the war prices 
had been rising, for more than a dozen years, 
as a result of the rapidly increasing production 
of gold. From 1900 to 1913, according to the 
Bureau of Labor index numbers, the average 
of wholesale prices rose 25 per cent. They 
probably would have continued to rise, and 
might have reached a level as high as the 
present one, even if there had been no war. 
It does not therefore follow from the fact that 
prices were raised by the war that they must 
go back to the pre-war level. The trend of 
prices in the future will be related to future 
conditions, rather than to the war-time rise. 


Present Trend of Prices 


The general trend of prices the world over 
has been downward during the past two years. 
Below are given index numbers of prices in 
several countries showing the movement since 
the beginning of 1925 down to the latest month 
for which all are available. 

The currency of Great Britain was raised to 
par with gold in April, 1925, and the decline 
of prices in that country has been due in part 
to this appreciation. The other countries in 
the group having stabilized currencies had 
been on a gold basis for a longer time. The 
figures are as follows: 


(Pre-war — =, 









































an. Jan. July 
1925 1926 1926 
Countries with stabilized currency: 
United States 160 156 151 
Great Britain 171 151 149 
Netherlands 160 153 142 
Sweden 169 153 148 
Germany 138 120 127 
Switzerland 171 156 145 
Austria 147 122 126 
Hungary 159 127 122° 
Countries with unstabilized 
currencies: 
Belgium 559 560 876 
France 456 527 704 
Italy 658 708 724 
Poland 120 142 167 
* June. 


(Source: Federal Reserve Bulletin.) 


Evidently the trend has been downward, but 
various influences have been operative. There 
is more reason for believing that it is due 
to the disorganization of trade and price 
relations and the restrictions upon business 
from this influence than to a general insuffi- 
ciency of gold reserves, although the unequal 
distribution of gold doubtless is a factor. In 
certain countries the scarcity of capital and 
credit is a restrictive influence which makes 
itself felt not alone within those countries, but 
through all their trade relations. This, how- 
ever, is not the only factor in the bad industrial 
situation. Trade is hampered in many ways, 
and with industries running light competition 
is very keen. Furthermore, the competition 
of the four countries whose currencies have 
been depreciating has been demoralizing to 
the price situation. 

There are numerous reasons aside from any 
arising from the direct influence of gold why 
gold prices should tend to be lower after the 
period of inflation which the world has expe- 
rienced. During the boom times interest cen- 
tered upon volume of production and trade, 
but since then has centered upon prices and 
production costs. During the period of expan- 
sion, it was easy to make profits, as rising 
prices of themselves created book profits while 
goods were being handled. Under these con- 
ditions, methods often were unduly costly, and 
the number of independent operators multi- 
plied, probably to an unnecessary and uneco- 
nomic extent. With a normal state of com- 
petition restored, the tendency for the most 
economical methods to dominate produces 
lower prices. Moreover, the higher costs being 
mainly due to higher wages, the stimulus thus 
given to labor-saving methods and machinery 
produces results. So much as to the decline 
of the last two years. The gold question is 
independent of these influences, and relates to 
the future rather than to immediate conditions. 


Gold Reserves of the World 

The research department of the Federal Re- 
serve Board publishes annually a table show- 
ing the gold reserves of the principal banks 
of issue and governments of the world, as of 
December 31 of the preceding year and at the 
end of each year back as far as 1913. These 
tables include 35 countries and all that are of 
considerable importance. We have taken from 
the Federal Reserve Bulletin of April, 1926, 
the figures appearing for each country for the 
years 1913 and 1925: 1913 1925 


United States ...uccccccssees $262,443,000 $2,870,328,000 























Austro-Hungarian Bank... 251,421,000 Jnana 
Austria 2,087,000 
Belgium 59,131,000 52,855,000 
Bulgaria 10,615,000 7,932,000 
Czecho-Slovakia 30,575,000 
Denmark 19,666,000 56,085,000 
Finland 6,948,000 8,357,000 
France 678,856,000 710,968,000 
Germany 278,687,000 287,763,000 
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1913 1925 
Great Britain cnrcccccccccccsseee 170,245,000 703,482,000 
Greece 5,211,000 8,875,000 
Hungary 10,365,000 
TIN» ecnscteicitcsccsssencteptickccteces enacts 288,103,000 218,825,000 
Netherlands  ......ccccccccccssssssseee 60,898,000 178,080,009 
Norway 12,846,000 39,456,000 
Poland 25,793,000 
Portugal 8,760,000 9,267,000 
Rumania 29,242,000 26,735,000 
Russia 786,800,000 94,095,000 
Spain 92,490,000 489,631,000 
Sweden 27,372,000 61,646,000 
UV ERMEE RUINED sicccssecconcccncscnssescne’ 32,801,000 90,140,000 
WIENGES © ence csccichAdsckesscstice | <atsbtericbdecneted 14,657,000 
Canada 142,517,000 203,495,000 
SEIS Siccesinincesiccsricnmemnien 224,689,000 435,880,000 
Brazil 53,202,000 56,451,000 
Chile Nominal 34,025,000 
Uruguay 10,826,000 56,811,000 
Australia 21,899,000 164,828,000 
INOW BRIBE «nccrceseccecsccccacossee 25,306,000 37,589,000 
India (Govt. Rupee Res.) 72,780,000 108,609,000 
Japan (Domestic holdings) 64,963,000 575,768,000 
Java 10,027,000 73,394,000 
TET ssecnccoscrcsnecveccentossesevesnocs 10,381,000 16,510,000 
South Africa (all banks). 39,905,000 43,594,000 





Total $5,421,248,000 $9,343,399,000 





With unimportant exceptions these figures 
are for gold in vault and do not include gold 
holdings or credits abroad. 


A Correction 


An explanation is necessary as to the above 
figures for the United States in 1913. For 1925 
and all other years after 1913, the figures as 
given in the Reserve Bulletin include gold 
holdings of the Reserve banks (with gold cer- 
tificates) and gold holdings of the Treasury 
(excluding gold held against certificates out- 
standing). This method of calculation would 
be correct, but for the fact that the Reserve 
banks had not been organized in 1913, and the 
figures, $262,443,000, for the gold reserves of 
the United States in that year are incorrect. 
Apparently they represent only the reserve of 
the Treasury against legal tender notes and 
amount in the general fund, whereas the 
Treasury also held approximately $1,000,000,- 
000 against certificates, and reporting banks 
and clearing houses held approximately $255,- 
000,000. The total of gold reserves in 1913, 
therefore, was approximately $1,517,000,000. 


The Treasury estimates of the total stock of 
monetary gold in the country in 1913 and 1925 
are $1,924,361,000 and $4,408,696,000 respec- 
tively, and since the amount in circulation has 
increased but little, we are of the opinion that 
these figures afford a better basis for calculat- 
ing the increase in the country’s effective 
reserves than the holdings as stated in the 
table. If this change is made, the figures for 
actual gain of gold are not changed very much, 
but the percentage of increase is very differ- 
ent, and this makes the percentage increase in 
the world’s reserves also quite different. Ac- 
cording to the above table the gold reserves of 
the world have increased approximately 72 
per cent in the 12 years, but if this change is 





made in the figures for the United States the 
world increase is approximately 53 per cent. 


Displacement of Reserves 


The last named percentage of increase cor- 
responds rather closely with the increase of 
wholesale prices in the United States, as at 
present, over the level of 1913, but is 
greater than the average increase of gold prices 
the world over. This would indicate that there 
is gold enough to maintain the present level 
of prices with the present volume of business, 
and that taking the world situation as a whole 
there is no need for a contraction of the pres- 
ent volume of credit. The distribution, how- 
ever, is uneven. 

The war caused a great displacement of gold 
stocks. The Russian reserves, about $800,- 
000,000, were scattered. The reserves of the 
Austro-Hungarian Bank, which supplied the 
currency of the former empire, amounting to 
approximately $250,000,000, were much de- 
pleted, and what remained was distributed to 
the States formed out of the empire. The 
reserves of Germany were heavily depleted 
after the Armistice, but have been replenished 
since the establishment of the new Reichsbank, 
and are now larger than before the war, al- 
though not enough larger to cover the need 
occasioned by the higher level of prices. 
Moreover, before the war a large amount of 
gold coin was in circulation, while now bank 
notes take its place, and these notes are an 
additional charge on the gold reserves. Ger- 
many is not short of reserves to handle the 
present volume of business, but might be short 
of the legal requirements under the new con- 
stitution of the Reichsbank if business was in 
full volume. 

In Europe since 1913 the reserves of Switzer- 
land, Spain, Holland, Great Britain, and the 
Scandinavian countries have increased by a 
considerably higher percentage than the rise 
of prices. The reserves of France have in- 
creased by about 4% per cent, but they were 
very large before the war. In fact, the gold 
holdings of the Bank of France now are twice 
as large as the pre-war holdings of the German 
Reichsbank and nearly four times as large as 
the pre-war holdings of the Bank of England, 
although both of these institutions were more 
subject to demands for gold than the former, 
by reason of the relative positions of the coun- 
tries in international trade. These figures are 
enough to show that there is much latitude for 
policy in handling gold reserves. 

The reserves of Belgium, Italy, and all of 
the countries east of Switzerland are less than 
before the war. Outside of Europe the re- 
serves of the United States, Japan, Java, 
Australia, Argentina, Uruguay, and Chile show 
large increases since 1913. The reserves of 
the United States are about double the pre- 
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war amount, but the volume of credit currency 
and bank deposits is more than double that of 
before the war. On the other hand the effi- 
ciency of our banking reserves has been greatly 
increased by the establishment of the Federal 
Reserve system, and for this reason the lending 
power of our banks has been increased by the 
relaxation of legal requirements. 


Redistribution of Reserves 


In the long run, presumably, some redistri- 
bution of reserves will occur, bringing the 
holdings of the several countries more nearly 
to the pre-war proportions than they are at 
present. The process, however, is likely to 
be a gradual one. Gold can be obtained by 
the countries which do not produce it only by 
an excess of commodity imports over exports, 
or by the movement of securities. Under the 
conditions it may be expected that economy 
will be practiced in its use. Experience has 
demonstrated that paper currencies may be 
kept in close relations to gold, and exchanges 
practically stabilized, with comparatively 
small gold reserves, provided merchandise ex- 
ports cover imports and monetary systems are 
not demoralized by curency issues to meet 
budget deficits. 

Two influences tend to move gold from the 
countries having more than their normal share 
of it, to-wit: higher prices and lower interest 
rates. If the excess holdings are used as the 
basis of credit they tend to force prices within 
the country above the level elsewhere, thus 
creating adverse trade balances and causing 
gold to move out; if the excess holdings result 
in foreign borrowing, a gold movement may 
result if the proceeds are not taken in products 
of the lending country. The United States 
has been lending freely, but, except in 1925, it 
has been having an excess of gold imports 
over gold exports, a movement which is abnor- 
mal and undesirable under the circumstances. 

It would be far better for this country to 
have its excess holdings of gold removed 
through the agency of foreign borrowing than 
to lose them as the result of an undue expan- 


sion of credit at home, followed by a collapse 
and deflation of credit. In other words, it is 
better to keep the volume of credit at home on 
a basis that can be maintained permanently, 
than to expand it upon gold which may leave 
the country. 


Future Gold Supplies 


In taking account of the large increase in 
gold reserves since 1913, and in considering 
the long time trend, it is important to note 
that the increase did not come from the mines 
only, but to an important extent by accumula- 
tion of gold coins which were driven out of 
circulation by depreciated legal tender paper 
currencies. This source of supply for the re- 
serves is practically exhausted, and additions 
in the future must come from the mines. 

Moreover, the supply from the mines will 
need to be larger than ever if it is to maintain 
a given percentage of increase in the reserves, 
since the reserves themselves in 1925 were ap- 
proximately twice as large as in 1913. Pro- 
fessor Gustav Cassel, of Sweden, in a state- 
ment to the Indian Commission, calculated 
that the new supplies of gold annually neces- 
sary to maintain a stable price-level was about 
3 per cent of the existing stock. This accords 
with the generally accepted estimate that the 
volume of physical production increases at the 
annual rate of 2 to 3 per cent. 

Gold production was unfavorably affected 
by the war and the rise of prices, particularly 
in the United States, where gold did not sell 
at a premium, and mining costs were largely 
increased. The low point in world output was 
reached in 1922, although it probably would 
have been touched in 1921 but for a miners’ 
strike in the Transvaal in 1922. From the out- 
put of 1915 to that of 1922 the decline was 
approximately $150,000,000, and from the out- 
put of 1922 to that of 1925 the gain was ap- 
proximately $80,000,000. 

The output of the principal producing coun- 
tries from 1915 to 1924 has been estimated as 
follows: 





GOLD PRODUCTION OF THE WORLD 
Calendar Years 1915 to 1924* 
(000 omitted) 


















1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 
Transvaal sess $188,033 $192,183 $186,427 $174,023 $172,230 $172,231 $168,036 $145,119 $189,128 $197,935 
United States ... 101,036 590 \151 68,647 833 «51,187 50,067 47,323 ~=—-50,160 50,570 
Geant cass 18,978 19,235 15,273 14,464 15,850 15,853 19,149 26116 25,294 31.532 
Australasia 48,988 40,476 34,398 30,812 26,912 22,652 18673 18,847 18383 16,894 
~~ Sen ega 6,559 7,691 9,000 16,825 15,677 15,266 14,153 15,469 16158 16480 
Rhodesia v» 18,915 19,232 17,245 18,051 12,268 11,488 12,132 18546 13.418 13,002 
SGD «cilities 26,323 22,500 18,000 12,000 10,999 1,183 893 3,033 5,182 11,863 
Rest of World... 59,893 60,269 55,328 53,783 51,519  47:214 47,129 ©49'967 50.041. «50.894 
Total World ...... $468,725 $454,176 $419,422 $383,605 $365,788 $337,019 $830,282 $319,420 $367,764 $389,170 





* From the reports of the Bureau of the Mint of the United States. 
able, but world total is estimated at approximately $400 000,000. 


until after 1915. 


s Official figures for 1925 not avail- 
No decline in world production occurred 
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It will be seen that production has recov- 
ered about half-way from the low point to the 
pre-war level. The Transvaal, which accounts 
for about one-half of the world output, has 
been above the best pre-war record in the last 
two years, and by means of improved technical 
methods has been able to reduce production 
costs to figures as low as before the war, al- 
though wages and operating supplies are con- 
siderably higher. Equal success in cost re- 
duction has not been made everywhere, al- 
though progress is being generally accom- 
plished. 


Prospective Decline in the Transvaal 


The predominant position of the Transvaal 
in world production is the outstanding fact in 
the situation. One-half of the world’s new 
supplies are coming from that field, hence it 
is a matter of great importance that produc- 
tion there is likely to decline at an early day 
and that no new field is in sight to take its 
place. The gold-bearing formation in the 
Transvaal is quite regular, which makes it 
possible to calculate the life of the mines with 
a considerable degree of accuracy. Moreover, 
this regularity has afforded the basis for ex- 
ploitation on a great scale, in order to accom- 
plish speed and economy in extraction. The 
result is rapid exhaustion. Mr. Joseph Kitchen, 
Chairman of the Board of the Union Corpora- 
tion, London, one of the large mining corpora- 
tions operating in the Transvaal, in a statement 
to the Commission, expressed the opinion that 
production was now at the top, and that from 
this time on the new mines opened would not 
offset the declining output of old ones. Fur- 
thermore, he expressed the opinion that the 
decline in that field would not be equalled by 
increases elsewhere. He estimated the average 
annual production in the world in the five years 
ended with 1934 at $365,000,000, and that at 
the end of that time production in the Trans- 
vaal would be down 30 per cent. In his cal- 
culations he allowed that Russia might recover 
to the pre-war rate and that Canada might go 
up to $60,000,000 per year, but counted upon 
no important increase elsewhere. 


Mr. Kitchen’s estimate upon the Transvaal 
is not as unfavorable to the mines as one by 
Sir Robert Kotze, official mining engineer of 
the South African Government, who partici- 
pates in the valuation of the mines for taxa- 
tion. The latter looks for a decline in ten 
years of about 48 per cent. “Unforeseen dis- 
coveries,” he says, “may of course put an en- 
tirely new complexion upon the position, but 
it is not safe to rely on such an eventuality.” 


The Canadian Field 


With reference to Mr. Kitchen’s estimates 
upon world production, it may be said that 
for the most part they are in line with other 





estimates by mining experts. The chief dif- 
ferences are over the possibilities in Canada. 
The gold-bearing belt in the eastern provinces 
is very extensive and production has been in- 
creasing steadily. The production in all Can- 
ada in 1925 was $35,000,000, and good authori- 
ties look for an output of $50,000,000 to 
$60,000,000 per year within five years. The 
opinion that production ultimately will go 
much beyond these figures is commonly ex- 
pressed, but apparently development has not 
gone far enough to afford a definite basis for 
the prediction. 

The possibilities of increased production 
in the United States, and of discoveries along 
the mountain chain from Mexico to Cape Horn, 
not to speak of other regions, are by no means 
exhausted. The increase of mining costs has 
been the chief factor in the decline of produc- 
tion since 1915, but it is possible that discov- 
eries in metallurgy may overcome this condi- 
tion as it has in the Transvaal, and even make 
available low grade deposits which heretofore 
could not be profitably worked. At present, 
however, it must be said that known condi- 
tions support the opinion that after the next 
five years gold production is likely to decline, 
and notably in the following ten to fifteen 
years. Conditions in the Transvaal are the 
principal basis of this expectation. 


Consumption in The Arts 

In connection with the production of gold, 
the amount consumed in the arts and ab- 
sorbed outside of active monetary use is a 
factor to be considered. The arts are estimated 
to take $80,000,000 to $100,000,000 per year, 
rising in prosperous times and declining in 
bad times. The item of absorption which has 
occasioned the most comment is the amount 
taken by India, which before the war was 
averaging about $100,000,000 per year, but in 
1925 rose to $200,000,000. The latter figure is 
regarded as extraordinary, and the movement 
in the current year has been considerably less. 
Mr. Kitchen, in his paper, has estimated the 
amount of new production available for mone- 
tary use in the five years ending with 1929 at 
$175,000,000 per year, and in the following five 
years at $125,000,000 per year. 


Offsets to Declining Production 


Certain conditions tend naturally to reduce 
the demands for gold for monetary use, and 
in recent years economists and bankers have 
considerably modified their ideas as to the 
amount of gold reserves necessary to be kept 
in vault against bank deposits and credit 
currencies. 

In the first place, gold has almost disap- 
peared from use as a common medium of pay- 
ments. The absorption into circulation and 
into the holdings of individuals has practically 


191 








October, 1926 





ceased in the countries which are well pro- 
vided with banking facilities, and where the 
people are familiar with interest-bearing in- 
vestments. 

The existence of a great body of securities 
familiarly known in the principal financial cen- 
ters of all countries affords a means of accom- 
plishing international settlements which may 
be resorted to as a satisfactory alternative to 
shipments of gold. With the security markets 
in close touch with each other, the interna- 
tional equilibrium is more likely to be main- 
tained, thus obviating the necessity of gold 
shipments. 

The banks of the world have accumulated a 
great amount of Government obligations in 
recent years, and of other securities which are 
not ordinary investments for commercial 
banks. The war accounts for the holdings of 
Government paper, and an excess of loanable 
funds over the requirements of trade for the 
other holdings. In this country banking sta- 
tistics show an increase in recent years in the 
percentage of holdings ineligible for discount 
at the reserve banks. The purchase of these 
securities is largely responsible for the amount 
of bank credit in circulation. A rapid sale of 
these securities to the market would be un- 
desirable, both from its effect upon prices and 
by interference with the procurement of capi- 
tal for new construction, but in the natural 
course of liquidation the banks may be ex- 
pected to replace these holdings to a great 
extent with commercial paper, if it is avail- 
able. 

Readjustment of Reserves 


The most important way, however, of coun- 
teracting the effects of a declining production 
of gold is. to be found in readjustment of 
the conventional ideas about the amount of 
gold required in reserves. Various opinions 
have been expressed as to the amount of gold 
which is unnecessarily held in the reserves of 
the United States at this time, or the amount 
of credit expansion which might take place 
upon it. If the reserves of the United States 
are calculated against the entire body of credit 
currency outstanding, plus bank deposits, the 
percentage is not very different from what it 
was before the war or from that in several 
European countries. If calculated against Re- 
serve bank liabilities alone they are undoubt- 
edly high. Professor Sprague, of the Depart- 
ment of Economics, Harvard University, as a 
witness before the Indian Commission, ex- 
pressed the opinion that the Reserve banks 
could function just as effectively if their re- 
serve was reduced from 70 per cent to 50, 
which would release $800,000,000 from it. He 
also estimated that by substituting Federal 
Reserve notes for gold certificates in circula- 
tion, the $800,000,000 could be increased to 
$1,200,000,000 or possibly $1,500,000,000; this 


without compelling any credit contraction. 
It would mean giving up approximately one- 
half of the present holdings of the Reserve 
banks, but the remaining reserve would repre- 
sent a percentage to direct reserve bank lia- 
bilities about double that of the Bank of 
England at this time. On the other hand, the 
indirect liabilities upon our gold reserves, in 
the form of various kinds of paper currency, 
and all bank deposits, are very much larger 
than in England. 

On the basis of Professor Sprague’s calcula- 
tion, the excess reserves of the United States 
are sufficient to supply any deficiency in the 
world’s production for a good many years. 
They would have to be available, however, to 
other countries as well as ourselves, for an 
attempt to maintain the price level in the 
United States while it was falling everywhere 
else would not be successful. 


The Function of Reserves 


Banking opinion in this country has been 
accustomed to consider that the gold reserves 
were the foundation upon which was built our 
entire structure of currency and banking lia- 
bilities. There are people who even talk of 
them as the basis of credits of every kind, 
including long term bonds—indeed of all the 
business of the country. Obviously, however, 
the great bulk of the business of the country, 
and of the world, is self-sustaining, or perhaps 
more graphically described as mutually sus- 
taining. It is a grand system of exchange. 
Fundamentally, each class of producers is de- 
pendent upon the other classes; the part of 
gold, currency and banking facilities is in ac- 
complishing the exchanges in the most eco- 
nomical manner. As a simple and practical 
limitation upon bank credit we have the re- 
quirement that it shall be redeemed in lawful 
money, and as a limitation upon paper money 
the requirement that it shall be convertible 
into gold, on demand. But what percentage 
of gold reserves is necessary to assure con- 
version? 

Applying this question to the Reserve banks, 
what is their practical liability on account of 
the various forms of credit outstanding? They 
have no direct liability for anything but their 
own obligations, but the presence of other 
paper currencies in circulation may affect the 
amount of their own offered for conversion. 

The proportion of Federal Reserve notes 
in our total volume of currency issues is so 
large that if the Reserve banks attend to the 
fluctuations in their own note issues it is im- 
probable that there will be any call for gold on 
account of the others. As to the member bank 
deposits, insofar as the Reserve banks are 
called upon to liquidate them, they will do so 
with their own notes, which means that their 
liabilities will not be increased, except where a 
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run on a member bank compels the latter to 
rediscount for more currency. There is no 
question about the ability of the Reserve banks 
to meet any possible demands of this kind for 
currency, and it is inconceivable that any de- 
mand on them for gold ever will be made, 
except as wanted for foreign payments. It 
appears, therefore, that they have practically 
no real liability on account of other issues of 
currency, and this being so, a 50 per cent re- 
serve against their own demand obligations 
is large. 
Domestic Demands 

This reasoning seems to reduce the actual 
use of gold reserves to the sums required to 
amply cover the possible foreign balances. 
Everything above this is “window-dressing,” 
or in other words, serviceable only as giving 
xn assurance of invulnerable strength. How 
much of a surplus is required to give this as- 
surance is the real question. It depends upon 
custom and prevalent ideas, and upon the pres- 
tige of the note-issuing institution. There is 
no reason for thinking that the depletion of 
the reserves of the Bank of England and Bank 
of France to as low as 15 per cent, which has 
occurred not infrequently in recent years, had 
any effect upon the confidence which the public 
always has reposed in those institutions. 

Insofar as domestic business is concerned, 
the great volume of payments connected there- 
with makes very slight demands upon the gold 
reserves. Gold plays a highly important part, 
as the standard of value, but a very small part 
as a means of payment. The payments actu- 
ally cancel themselves out by the use of checks 
and currency through the banks and clearing 
houses and by final settlements between the 
Reserve banks. The additional use of gold by 
reason of the growth of business is of small 
proportions. 

Having reduced the actual use of gold re- 
serves mainly to the settlement of international 
balances, it remains to be said that these bal- 
ances may be reduced if increased stability can 
be given to the flow of international business. 
The normal exchanges do not produce large 
balances. It is the variations of prosperity, 
of prices and interest rates between countries 
which cause unusual fluctuations in the move- 
ments of goods or capital between them. Such 
variations to a great extent result from undue 
fluctuations in the volume of credit, and if the 
tendencies to alternating inflation and defla- 
tion can be modified or brought under some 
degree of control, the need for gold shipments 
will be correspondingly lessened. 


The Essential Function of Gold 
Opinion as to the essential function of gold 
in monetary systems has been undergoing 
gradual change for some time. The idea that 
gold reserves “support” the entire fabric of 
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credit which has been developed in the mod- 
ern business world has been modified by the 
considerations already stated, to wit, that the 
currency and bank checks in circulation are 
performing an indispensable function and can- 
not be retired in volume except as the volume 
of trade falls off. As the use of these means 
of payment has developed and the clearing 
system has been perfected this fact has be- 
come obvious. Furthermore, since the vol- 
ume of business done in the world must be 
expected to forever increase, while the de- 
posits of gold in the earth are being constant- 
ly diminished, it is inevitable that in time 
there will have to be some modification of 
the theory that gold reserves must increase 
proportionately with business. 

Gold has played a highly useful part in the 
development of trade, but nobody doubts that 
the world would find a way to get along with- 
out it if necessary. Moreover, since gold has 
come into use as the standard of value be- 
cause it has been generally accepted as the 
best known means of obtaining stability in 
value relations, it is natural that unusual fluc- 
tuations in the production of gold, or the 
prospect of such, should stimulate suggestions 
as to how their effects might be overcome. 

Numerous proposals to this end have been 
made. Professor Irving Fisher of Yale Uni- 
versity has been the leading exponent in this 
country of the idea of price stabilization, and 
has presented a plan. Since the war, however, 
the most practical policy for the immediate 
future has seemed to be that of getting the 
world back to the common gold standard, 
leaving the refinements of the subject for con- 
sideration afterward. 

Moreover, it is evident that the business 
community does not take readily to radical 
innovations on the subject. Although gold is 
being gradually released from the more active 
use in the monetary system, it remains the 
basis of the world’s credit and price systems, 
and performs this function so simply and ef- 
fectively that the business community has little 
disposition to consider any possible substitute. 
Despite theoretical arguments to prove that 
gold is not entitled to the pre-eminent place 
which it holds in the world’s reckoning of 
values, the fact is that the trade of the world 
has been enormously simplified and promoted 
by the fact that there is one commodity which 
is everywhere acceptable for all products and 
services that are for sale. The business public 
will not let go of this fact when dealing with 
final settlements, but there is no reason why 
it should not be receptive to practical sugges- 
tions for economizing the use of gold. 


Opinions Among Economists 
Proposals for the management of currencies 
run all the way from a simple scaling down 
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of reserve percentages, through gradations of 
regulation for the volume of credit in rela- 
tion to gold reserves, to schemes for the elimi- 
nation of gold entirely. The more pronounced 
opponents of the gold standard are not in 
agreement among themselves, and the body 
of academic opinion is conservative. The 
Genoa Economic Conference simply recom- 
mended the general discontinuance of gold 
in common circulation. 

Dr. T. E. Gregory, Professor of Currency 
and Banking in the University of London, be- 
fore the Indian Commission, discussing the 
probable effect of providing a gold reserve 
and gold currency for India, with an estimated 


requirement of $500,000,000 in about ten years 
said: 


Any prediction as to how the future of prices will 
be affected by demands for gold of this order of mag- 
nitude in relation to the supply of gold as estimated 
is impossible, so long as we know nothing of the fu- 
ture reserves of gold which nations will think it worth 
while to keep. In this respect the war has brought 
about a currency revolution. Lehfeldt and Cassel have 
shown that in the 19th century the secular course 
of prices varied according as the actual output of gold 
rose or fell below the “required” output, i. e., the 
amount which would just have kept prices steady, 
world productivity being what it was. Both these 
writers agree that in pre-war years the actual out- 
put needed to be between 2 per cent and 3 per cent 
of the actual stock of gold in existence in order to 
keep prices steady. But currency conditions today 
have completely altered. Not only is little gold in 
circulation, but it is now recognized that the central 
banks of the world kept gold reserves much larger 
than they needed to keep in order to meet all de- 
mands likely to be made on them. The result was, 
of course, to keep up the value of gold. 

The tendency in the post-war world is to keep 
smaller reserves, partly because central banks want 
as large a portion of their assets as possible to be 
earning assets, partly because the war showed that 
gold reserves were not the sinews of war that they 
had been supposed to be before the war broke out. 
Consequently a falling off in gold output does not 
necessarily have any direct effect on price levels at 
all in these days; banks reduce their reserve ratios 
a little, and that is all. Some banks have reserve 
ratios which are absurdly large, even now, and it is 
quite clear that it would pay, in the strictly economic 
sense, for the United States to exchange $500 millions 
of superfluous gold in the vaults of the Federal Re- 
serve System for an interest-bearing debt contracted 
by India. Taking a world view, I cannot regard a 
demand for an extra £100 millions ($500 millions) of 
gold on the part of India as likely to imperil the 
general stability of world credit in any way. 


Professor Gustav Cassel, of the University 
of Sweden, an economist of high authority 
upon monetary subjects, in a statement to the 
Commission, took a much more serious view 
of the prospective falling off in gold produc- 
tion than the witness above quoted. He op- 
posed the establishment of a gold currency in 
India and urged that every effort should be 
made to economize the use of the metal. He 
referred to the gold resumption act of Great 
Britain under which the Bank of England 
is required to pay gold only in bars of 400 
fine ounces weight, which have a value of 
above $8,000, saying: 

Mr. Churchill’s gold standard retained only the very 


kernel of the gold standard, viz, the maintaining of 
the currency within the neighborhood of a constant 


parity with gold. This is the model for the monetary 
system of the future. The program should be: no 
gold in circulation and the greatest possible concen- 
tration of gold reserves, not only within every nation, 
but also internationally. This limitation of the de- 
mand for gold is to the common interest of all na- 
tions, inasmuch as everyone of them is interested in 
the highest possible stability of the purchasing power 
of its money and in preventing any growth of the 
real burden of its public debt. 


In the event of an end of practical econo- 
mies in the use of gold being reached, he 
thought the world would have to consider 
some other standard of value. He said upon 
this point: 


Most people have hitherto regarded such a step as 
practically impossible, and certainly it would have 
been very unwise to try it under the conditions of 
extreme disorganization and mistrust which prevailed 
after the war. But after a prolonged period of inter- 
national cooperation towards stabilizing the purchas- 
ing power of the world’s currencies, the situation 
would be essentially altered. The very habit of de- 
liberately regulating the value of gold by a systematic 
economy in the monetary use of the metal would be 
the best imaginable preparation for the future regula- 
tion of currencies without the use of gold. In stating 
this I do not overlook the difficulties. But in face of 
the great danger of a serious and progressive scarcity 
of gold the world would be forced to find a way out. 


Professor John Maynard Keynes, formerly 
of King’s College, Cambridge, now editor of 
the Economic Journal, London, and well 
known for his brilliant book entitled “The 
Economic Consequences of the Peace,” is 
frankly of the opinion that the world could 
get along without gold, but does not advocate 
trying to do so. He believes that economies 
in its use can be readily effected to offset any 
decline in production. He discussed the pro- 
posed change in the Indian system as follows. 


I do not lay stress on that. The figure of £103,- 
000,000 has been suggested. [I think that could be 
spared from the world’s gold reserves, and need have 
no material effect on prices or on the supply of credits. 
I emphasize the word that it need not, because I 
quite agree that it might. It would depend upon the 
policy pursued. I mean that I see no reason why a 
policy should not be adopted which would prevent a 
gradual withdrawal of that amount of gold from 
having any sensible effect. Gold is not now used in 
circulation to any extent worth mentioning anywhere. 
The amounts of the gold reserves of the world are 
arbitrary within wide limits. There is not much rea- 
son why they should be the present figure rather than 
another figure. We could support a much higher 
price level with the existing reserves, and equally, we 
could also have a much lower price level without 
materially affecting them. The price level depends 
not on the quantity of gold in the world, but on the 
policy of the central banks as regard their reserve 
proportions. 

The world’s demand for gold is not a fixed demand. 
Supposing the United States Federal Reserve Bank 
decided to work to a normal percentage of 80 per 
cent, you have one demand; and supposing it works 
to a normal percentage of 60 per cent, you have an- 
other demand; and similarly in the case of the Bank 
of England or the Reichsbank, or the Bank of France. 
I cannot conceive but that these banks will in fact, 
over periods of time, adjust their proportions to what- 
ever the supply is. So that I do not regard demand 
as anything which exists independently of the supply, 
but as something which is so artificial that it will 
adjust itself, or can adjust itself if skill is exercised, 
whatever the supply turns out to be. 


Two years ago, at a meeting of the Royal 
Economic Society in London, Professor 
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Keynes discussed the relation of gold to the 
modern credit system as follows: 

A great stimulus has been given to all those methods 
of economizing the use of gold, which have been 
gradually developing as a result of the growth of 
the credit system. We may even tend now to be up 
against the ultimate truth that a perfectly conducted 
gold standard does not require any gold at all, or 
practically none. Suppose those who manage the credit 
policies of banks were to acquire sufficient skill in 
the management of international adjustments, no ac- 
tual gold would be required at all; and while we are 
still very far from that position, we are probably 
already in the position in which the necessary quan- 
tity of gold for the maintenance of the existing price- 
level is far away less than the volume of gold in the 
world, and the difference between the two is getting 
larger every day. This reduction of gold pressing 
upon the world is a phenomenon which some one has 
to look after, and the problem is preventing that re- 
dundance from causing sudden changes in its value 
is more acute than it was. 


Influence of the Currency Report 


The Indian Commission decided against is- 
suing gold coins but in favor of gradually ac- 
cumulating a reserve for the maintenance of 
the gold exchange standard. 


The hearings which it held and the dis- 
cussion in its report have given an impetus 
to general discussion of the subject, the 
possible influence of declining gold produc- 
tion, and this is desirable. It is well to have it 
considered while there is no immediate pres- 
sure for action, but in order that informed 
opinion may take shape. The subject is a very 
large and important one. Price fluctuations 
resulting from changes in the demand and 
supply of commodities are not objectionable, 
but necessary for their influence upon produc- 
tion, and of course they have more or less in- 
fluence upon the general price level. On the 
other hand, the long-time price trends result- 
ing from changes in the production of gold are 
to be deplored for the effect upon equities in 
long-time contracts and the disturbance of in- 
dustrial relations. If all prices and wages 
moved up and down together it would make 
little difference to industry what the price 
level is, but they do not. The great coal strike 
in England this year is mainly due to the fact 
that the price of coal declined while wages 
did not, and a prolonged decline of prices 
would inevitably cause a great deal of con- 
troversy over wages in industry. As a 
means of averting it the idea of adjusting the 
use of reserves to equalize the fluctuations in 
gold production and to modify the extreme 
fluctuations in the volume of credit seems at- 
tractive. 


A “managed currency,” however, means 
management by some authority, and no exer- 
cise of authority is subject to more suspicion 
and criticism. The management of any cen- 
tral institution issuing the currency requires 


the exercise of judgment, but the very cautious 
efforts of our Federal Reserve banks to exert 
some degree of control over inflation in 1919 
and 1920 are still a subject of misrepresenta- 
tion in political campaigns, whether from ig- 
norance or as mere political clap-trap makes 
no difference. We cannot do without cen- 
tral banking institutions, but centralized con- 
trol over this volume of credit is always in 


danger of becoming the subject of political 
controversy. 


Lessons from the Report 


The testimony before the Indian Commis- 
sion may be taken as giving several notes of 
warning. In the first place, it is quite clear 
that under the conditions depicted it is not to 
our advantage to increase our stock of gold. 
We have more than our proportion of the 
existing supply, and we will not be helped by 
an increased disparity between our price level 
and that of the rest of the world. It would 
tend more and more to make our position arti- 
ficial and uncertain. It is evident that the 
foreign debts to the United States Govern- 
ment cannot be paid in gold. The interest 
charges alone would figure more than the an- 
nual production available, and payments in 
that form would do us more harm than good. 
It is apparent also that we should be on guard 
against increasing production costs, and it is 
well to understand that the profits of busi- 
ness are not likely to be helped out by a 
general upward tendency of prices; that move- 
ment, which ran from about 1900 to 1920, 
probably is over for some time. Every such 
movement must come to an end sooner or later, 
for enduring prosperity is not produced merely 
by rising prices. The upward movement of 
wages is subject to the same comment. It is 
natural for the wage-earners to look to 
higher money wages for their economic gains 
which they are ambitious to make, but the 
real gains which can be made in this way 
are very limited. Wage increases which are 
charged to industrial products come back upon 
the wage-earning class as consumers, and the 
profits of industry on the average are not 
large enough to permit of important wage in- 
creases without passing them on. Wages 
rise easily, and need to do so when general 
prices are rising, but with prices no longer 
rising, wage increases unless based upon in- 
creasing production are bound to place indus- 
try under strain. The real advance of the 
wage-earners is not by wage-increases which 
other wage-earners must pay in the increased 
costs of what they buy, but by the march of 
general improvements in industry, increasing 


the output of the comforts which everybody 
wants. 
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200,000 separate files containing information essential to construc- 
tive underwriting. This wealth of facts and figures, backed by keen 

analysis and sound judgment, forms the basis for our selection of investment 
offerings. Below are a few recommendations from our current lists: 


Approx. 
Issue Maturity ield % 


Allegheny County, Pa., cpn 1929-55 4.00-4.10 
Baltimore, Md., Cpn. Bonds €# Reg. Stock 1939-52 4.10 
Federal Land Bank, Farm Loan 1956 Opt. °36 4.15 
Elizabeth, N. J., gold cpn 1942-62 4.20 
Long Beach, Calif., cpm. ................0ecceeeee 434 1947-49 4.40 
East Bay Mun. Utility Dist., Calif., cpn 1955-73 4.60 
Chic. €? No. Western Ry. Co., Gen. Mtge........ 4% 1987 4.66 
Virginian Railway, 1st Mtge 5 1962 4.90 
Illinois Central R. R. Co. (w.i.) 4%, 1966 

Baltimore €f Ohio R. R., Ref. €f Gen. Ser. D.... 5 2000 

Pacific Gas €# Electric Co., ist €f Ref............. 51, 1952 

Bethlehem Steel Co., P. M. €# Imp 5 1936 

Pennsylvania Ohio Power €9 Light, 1st €f Ref.... 514 1954 

Rock Island, Ark. €f La. R. R. Co., 1st Mtge..... 414 1934 

Denver €# Rio Grande R. R., Consol 1936 

Sinclair Pipe Line Co., 8. F 1942 

Cuba Northern Rys. Co., ist S. F 1966 

Fisk Rubber Co., S. F 

A. E. G. (Gen. Elec. Co. of Germany) Deb 1940 

Saxon State Mtge. Inst., Mtge. Coll. S. F 
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